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State Tax &radm %M Historic Preservation

By 24 the stares in the country had adopred laws

07 more than half

s against stare taxes to provide incentives {or the

creating cre
appropriate rehabilitation of historic buildings. In most cases these
sful federal income

L%{ uf El’l(‘

tax credirs take the form of the very suce

rax credir for historic rehabilitation contained in Secrion
Intemal Revenue Code.
Although the tax credir

inciude the following basic elements:

s vary from stare

2y MAOST programs

s Critersa establishing what buildings qualify for the credic.
¢ Standards w

ensure rhat the rehabilitation preserves the

hitecrural characrer of the building.
o A method for calculating the value of the credic awarded, reflected
as a percentage of the amount expended on that partion of rhe rehabil-

itation work that is approved 25 3 certified rehahilitation.

historic and a

* A minimum amount, or thresheld, required to be invesced in
the rehabiliration.
® A mechani

ing rhe state historic pre
deparument of revenue.
Why Some State Credits Work Betrer
Than Orhers

Not all stare tax credit prog
programs have been exur

8

ams are created equal. Some stare
ordinarily 1

sroducrive in stmuabating rehabilic

terion activiry. Many others have pr oduud mixed or minimal resules.

Whar causes these programs ro fall shore? In general, rwo facrors greadly
influence the effectivencss of the state historic tax credits: a limic or cap
on the amount of credit and a lack of ansferabilivy.

Annual Aggregate Caps
A well-thought-our and skillfully drafied tax inc

toric preservation cannot achieve irs abjecrives if the amount of cred-
irs thar

entive f‘hr his-

a staturory limit,
particularly if the limit is fixed at a low figure. For example, Kenrucky
has a 20 percent credit for commercial buildings and a 30% credit for

can be awarded annually is subject to

owner-occupied residences only, %ut xml a $3 million annual cap.
of just $430,000 for commercial
projects and $250,000 for rcxidcrm;ﬁ projects.

Even if rhe annual limir is relarively high, the very act of impos-
ing a cap alters the nature of the program and can produce a perverse
result, rewarding projects that d

~

Indiana has annual aggregate

o not require an incentive while
excluding projects thar cannot proceed witheut the state incentive.
Under Maryland law, the cap is set by annual appropriation.
Applicants must compete for available funds, and individual juris-
dictions are subject to sub-limits. Consequently, despite the relacively
high overall cap, sponsors of smaller and more marginal projects, par-

ticularly in Baltimore City, have tended w be discouraged from
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participating in the program because of the fack of cerrainty of our-

v of preparing a competitive application that may nev-

came, the e«
unsuccessful, and the difficulties of keeping financing
ation process, among others.

erchieless be

commitments in Ph( i (l Hing t I‘\‘ ova

Individual Project Capping
!

Although Hmits on the amount of credits thar can be awarded

o an indiv

il project are common and acceprable when the credit

is sought for the rehabilitation of an owner-occupied single family

residence, when Jow limits are fixed on commercial projecis, «
effectively defear the desired incentive.
Colorade law, for example, limi

s the amount of x credits that
3,000, While this does not
ship rehabilivation, it is far

isions regarding substantial commercial

may be awarded 1o a single pmlcct 0 $°
or homeownaers

impair the credits usefulness
roo low a figure ro affect dec
projects.

Transferability
A stare @
hotder has sufficicnt Habiliry for state taxes that the credi can be used

¢ credi has value only to the exrent that the credit

ro offser. Although state tax tates vary, they are far lower than tederal
s a consequence, an apparently valuable state tax

here are

INCorne tax rates

credit may wind up in the hands of a party unable 1o use i
several remedies to solve this problem, but nuany stare statutes do not

provide for them.

Contipued




s tax credis dived

Jundia 6ﬂm f/u l()m?/ Trust ] adi1 1 frﬂf to rebathilitate a fire-ravaged o pwirw; i
building in the Hm‘{*f 8. Truman Nationa Hisroric Lavdmark dis i Ddepesd-

fort- 1

ence, Mo. The project produced 17 aparinent unins. including 10 reserved for

snaderate-incane reniers. Phow by Lisa Weisonan.
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What Makes a State Tax Credit “Good?”
A successful stare rax credic program will contain the following com-
ponents:
Fligible Buildings

The scope of eligible buildings should include:

1. buildings individoally listed in the ]
Places,

arional Register of Hiscoric

2. buildings locared in historic districts lisred in the Narional Reg-
ister that contribute o the historic charcter of the districr,

3. individual buildings thar have been locally designared as land-
marks, and

4. buildings locared in local historic disuricts that contribure wo the
historic character of the disuicr.

Standards for Rebabilitation
The stare should adopr the Secrerary of the Incerior’s Standards for
Rehahilirarion, as furerprered by the srare historic preservation officer.

Avarlabilizy for Homeowners

dences as
well as commercial properry. This is particularly important because
there is no federal credit for owner-occupied residences.

The credit should be available for owner-occupied resi

Appropriate Rates

The percenrage rate of the credit should he fixed at a level high
enough (o constitute a meaningful incentive, typically in the range
of 20 percent o 30 percent of qualified rehabilitarion expenditures.,
Rates thar are significandy lower don't provide enough incentive to
make a difference in a developer's decision o undertake a historic
preservation project.

As a negative example, Michigan provides a 25 percent tax credis
for the rehabilitation of commercial structures, but reduces irs creddiv
5 percent when the federal 20 percent credir is used. Since the federal

1 . . o
C IC’I it 1s alimost O HY &.'s)ll'il'UCYC?'(\l Projects, the effective

rate in Michigan s 5 percent.

v 2

Tronsferability

5 1o he a workable mechanism o
's have

As mentioned cmim, there need
vands of the parry that can use i

pur the credic in the
solved this problem in one or o
1.7
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h 1 arre wirh adeauare tax lability o use it For ex
it outrt ghttoa fill( party with adec QuUAare tax iant WY 1O Use I ror ex
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¢ rax code may permit the party thar earns the credit to sell

ample, Rhode Island and Missouri permue the ray
vey the tax credies in this manner,

2. The code may permit a patteership that owns the property 1o

make a disproportionare distribucion of the credit, so thar a local tax

payer can acquire the state tax credic while a nationsl corporadion not
credin. Virginia,

Kansas, and Delaware, for example, allow the credic to be passed

doing business in the state acquires the federal rax

rhrough and allocared 1o parters or sharcholders in chis way.

3. The code may allow a rax credit not fully uml le in the current

year 1 be carried back ro offset waxes previously raid for prior tax

years. This provision appears to be unique among thc states to Mis-

souri and West Virginia, although it is a feature of the f program.

i 7
4. The rax credit mny he refundable, so that any amount not

1o offser current-year taxe:

Ll

is paid in cash to the holder of the

credit. Since homumncrs carning credits are effectively preciuded

from using the more complex cchmqm&i or transferring credits, the

most practical solutions for them are to allow the unused credic to he

cirher refunded or sold outrighe. Maryland, Ohio, lowa, and Loulsiana
provide a fully refundable tax credit, which is of parteular vale

lower-incorme horneowners.

Anunal Aggregate Caps

Although stare legislarures and their fiscal analysts prefer to keep
a tight grip on the award of rax credits, those states that have resisted
capping have had an cconomic advantage in attracting capital for
historic preservation.

For more information about state rax credits for historic preserva-
dion and a list of useful state conraces, visit www.nationaltrust.org/

Eld VD HC\;’/.

Harry & Schwaviz is a consaltant to the Nasionad Trust on stare tax incentives.
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C creditis jOO“

Comment,mg Jan. 1, 2008, 25% credit for mixed residential (includes owneroccupied
and rental) and nonresidential uses where at least 33% of total square footage of rehab
is Tor residential use. 5% add-on cradit for affordable housing. Cap: $50 million over 3
years and $5 miflion per project. Carry forward: & years. Freely transferable efther by
direct sale or disproportionate allocation among partners of a syndication partnership.

50
http: //www Jh‘ weandtoulsm.org

25% credit for rehabifitating commercial or industrial buildings for “residential use.”
Cap: $2.7 miltion per-project and $15 million annual aggregate. Cany forward: 5 years.
Freely transferable either by direct sale or disproportionate allocation among partners
of a syndication partnership, Minimum expenditure: 25% of assessed building value.

Connecticut

30% credit for eligible rehab of ownercccupiad residence, including apartments up to
4 urits. Eligible properties: National and/or State Register of Historic Places, must be
located in areas targeted as distressed. Cap: $30,000/dwelling, $3 nmillion statewide/
year Recapture period 5 years. Carry forward: 4 )ears Minimum expend iture: :;25 000.

12{}% eredit for rincome- pmdumng pmmer’uea and a 30% homecmar cz'efj;i: A 10/9 wm ;Deiaw&fﬂ State Hi eimc
_ credit applies for both rental and ownerocoupied projects that qualify as lowsricomie f‘fegﬁ%fm Office *
housmg Canyio warci 10 years. Homeowner credit cannot exceed $20,000. Credi ts 1 . 3%@?3;3?: .%;;m gov, /
are freely transferable e ither by direct transfer or disproportionate allocation. The ued ‘“mwmw /{ mm{m Bl
to be claimed in annual progressbased installments with phased projects. Changes ih ‘
f'QOGES ncrea&ed the nax mum am@unt af cmf:ists in cmv 1 %al year m $5 m’ {m -

_Delaware

Georgia Historic Preservation Division
. 404-656-2840
. www.dnrstate.ga.us/dnr/histpres

L 20% FrPd!t for gligible income- produmng p;opertles 10% for owneroccupied pr opert es
in nontarset area and 15% for owner-oceunied properties In target area. Project limit of
$5,000 in cradits over 10 years, Transfer permitted by disproportmnate allocation.

Georgin

ndzaﬁa ﬁepartme t"of
| Naturmal Besources -
3 234 1646 ‘

‘lffhttr:;;//’wv\ew,stateﬁ‘m 5/ dnr/historic/ :

i

20% of rehab casts up 10 $100, 000 far quai fymg aom ne:c)al Yenta mus ﬁg bams
A farm buiidings. Minimum investient $10,000, Perproject cap; $100,000.
© $450,000 ennual statewide cap for commerclal credits and $250,000 for ownej
. occupied residences, State register {}roperties qualify. Carpy forward: 15 years Pre
o approval of workirequired. No fees, DOi standarda a;}pty Ox«/wroccu;:ned resadentlaf
 20%0f rehab sts C‘osts\muat exceed $10, OOO .

Indiana

25% Credst for gligible commermal ncome~producmcf and non-ncome- producmg State Historical Scciety of lowa
residential properties and barns built before 1937. Annual cap: $10 million State Histodc Preservation and Cultural and
Fiscal Year 2008, $15 million SFY2009, and $20 million SFY2010 and each fiscal year | o aan o Dstiet ax CreditFrogrem
jowa thereafter. Cap: $100,000 per residential unit, Fully refundable with interest or may be hittp:/ fvenwiiowahistory.org/

credited for the following year. Minimum expenditure: 50% of the assessed value of the preservation/ financlal_assistance/
commercial property, excluding the land; $25,000 or 25% of the fair market value of the state_tax_credit/ia_state, tax creditbim
residential or barn property, excluding the land. Set asides: 10% of credits for small

projects; 40% for projects located in Cultural and Entertainment Districts.

7 Wansus State Historical Sociely.

"259/ m’;ameisx eredzfc; Ci}fﬁﬂ 1 n ntial pr uas Cary lorward: 10 ears
b ¢ ¢ ! emaia ¢ re%de al Goper y ¥ 7850728681

%angagr ~ o ~$5 000 minimum on qual fied exﬁenchiures ﬁeressary Credit freei,/i ansrerable eﬁﬂe by » Fito/ i kshs r‘g/re e/
- i reot trémsf of d:spmportsanate aiiocatxoa No ann ;a prograin cap, and no perpro;ect eap tatetachn .

30 % income tax credit for owner-occupied residential properties. A minimum investment of | Kentucky kerttage Council

$20,000 is required, with the total credit not to exceed $60,000. 20% income tax credit S02564-7 7005 _

Kentucky for all other properties including properties owned by entities exempt from tax under Sec- hittp://www.heritage.ky.gov

tion 501{c)(3) of the Internal Revenue Code and state and local governments, Minimurn in-
vestment of $20,000 or the adjusted basis, whichever is greater, subject to $400,000 per
project cap. Credit is freely transferable. $3 million total program cap annually.
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Massachusells

 Michigan

Mississippi

Montana

_ New Mexico

New York

Ve equa? annig al na‘iaiimems anci is fu%ij refum;

ﬁvr‘/lmimum mvest nént $10. QOO? :
income-produci rzg pmpert u«; $7O GO0 :

led rcsijﬂcw

20% credit for rehab of income- pioducmg properties eligible for the federal tax credst

Minimurm expenditures: same as federal tax credit, Cap: $100,000/ vear, per taxpayer;
no annual statewide cap.

20% cradit for commercial arzd tax exsmm @ﬁ‘t"i@b zmder!RCﬁGm,‘a{d) . .
occup eci ressdeﬂces Through ?YZO:LO armuai aparmraaiaon ,qu:red 10 commercial

$5, 000 for homecwr 1ers and a rehab cost that exceéa:i:: the ad;ust‘ d basis of the

‘ ‘property for commercia appi&cams Funy Bfum%abi

20% credit for eligible income- proch cing properties. 25% c:edxt for projects wsth

affordable housing. $50 million annual statewide cap. Carry forward: 5 years, DOI
standards apply. Permits direct transfer of credit or transfer by disproportionate
allocation. Minimum investment: 25% of adjusted basis.

25% credit for qualified rehab of historic commercial and avmermoccuwied}féé"deni’al
buildings. Commercial credit reduces to 5% when federal 20% credilis claimed
Eligibility, National, state, or local designated properties. DOI standards app

_ oxpenditures: 10% of State Equalized Value of the proberty, © year recamure ;
-~ Carry forward: 10 years. Commercial credit perinits tra ‘

or by disprono
alfocation. - .

25% credit for commercial property and for owner-occupied residences. Upcapped credit
with minimum investment of 50% of the total basis for commercial properties; $5,000
for owner-occupied residences. Carry forward: 10 years.

26% cr@d t for comt "nem;al ar\d owner Gecupied reSidenttal ;ﬁmperi es ilstgd

Income- pmducmg certn‘xed h:stonc propeatres automati cally receive 5% state tax credit
if the property quahﬁes for the 20% federal c:ed;t Carry farvard 7 ye,ar%

outside an Arts and Cultural D:stfact $50, 000 located wgth nan Arts and G
Bistr ct DOl standaids apply. Cany §<3rward 4 years, Pre~approva% required;

Credit equal to 30% credit of the federal credit value (approximately 6% of the rehab
cost) for commercial properties recelving federal rehab credit. 20% credit for eligible
residences listed on the State or National Register and located in federallyrecognized
distressed census tracts. Cap: $100,000 per commercial project; $25,000 per
residential project with a minimum $5,000 investment. Carry forward: unlimited.
Residential credit requires municipal authorization. Pre-approval and completed work
certification reguired. New York State Historic Barns Tax Credit: 25% rehab credit for
historic barns. Must be income-producing, built or placed in agricultural service before
1936 and rehab cannot “materially alter the historic appearance.”

Massachusells Historical Comrmission
B17-727-8470

http:/ /www.sec.state.maws/mho/
mihclax/taxid.htm

\'ivsss%;ppt Domatmmt ofA.rhN(s
and History
6015766940

http://www.indah.state.ms.us/ hpres/

prestaxincent.html

Montana State Historic Office
406-444-7715
www, his.state.mtus

4, New Mexico Hxstor:c P esewatm

Wlin/ e, el stmcp srva

org/ PRG&PAMS/G:M;LSI an

C¥£’dli‘5 htf o

NYS Historic Preservation Office
5182378643
hitp:/ /nysparks.state.ny.us/ shpo/
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( Caralina

. 'federal credit, State axaredtt ef 3{}% c}r 40%, deaendaf*g on icscat
e %to He mdustr ' .

féhamﬁtati
e bu 1dmgs, '
North Dakota 25% credit for eligible historic property that is part of a Rena issance Zone Project.
Prc)}oc ¢an of ‘5250 000, Carry forward: 5 )/Pa!"w

20% income tax credit for all ehgm!e commercial wnd ientd! resrdent:cai properties that
gualify for the federal tax credit. Minimum investment: same as federal credit. No
statewide or per- pTOJEBC’L Laps Carry forward:-10 years Fr eeiy transferable for 5 years.

Oklahoma

¢ Oldahoma State Historic Preservation
. Office

. 405-522-4484

{ www.okhistory.org/shpo/shpom.htm

 Rroo

Heritage Commission.

1-10% cradit for commercial properties eligible for federal credit, 25% for other eligihfe properties.

South

pe Minimum-investment for noncommercial properties: $15,000. All credits must be takenin 5
arolina

equal annual installments. No statewide or perproject dolfar caps. Passthrough entities (other
than “S7 corporations) may transfer credit by means of disproportionate allocation. Credits for
pwneroccupied residences limited to one per structure each 10 years. Pre-approval required.

i

All credits limited to commercial buildings located in desigriated downtowns. of village
centers. 10% credit for projects approved for federal credit. 25% credit for facade
improvement projects, limited to- $25,000 per project, 50% credit for certain code
improvement projects, with maximum credit of $50,000. Qyear carry-forward, Credits
may be transferred to bank in exchange for cash or interest rate reduction. Annual total

Yermont

progmm cap $1 5 mlllson

25% for cemmerc ai and c}wneroccup ed resxden |ai pronertees Reconsti uc;t on and

- gmprovements must amount to at least 25% of the assessed value for owneroccap ied
buildings and at least 50% for non—owner-oacup ied buildings. Cairy forward 10 Yars.
- th:zma and state zeg istar p{opertaes sligibl
dxspropartso te iocat:on permstted

10% credit for buﬂdmgs eligible for federal credit; 20% credit for ehgable owner- occup»ed
residences. Commercial buildings entitled to same carry-back and carry-forward provisions
as are available for federal credit. Owneroccupied residences entitled to Svear carry
forward. Both commercial credits and homeowner credits may be directly transferred

or transferred by disproportionate allocation. Minimum investment in homeownership

West Virginia

prOJectq 20% of asse%sed vaiue, No <;tate’w:de or per prOJect doilar caps

By creditfw owner«occumed res;deﬂtal ;}mpemes Penproject cap $1O 000

Wisconsin

enses equ' tG bm ngs aci;usted has&'

hitlp://wwwiscons history.ore/
v hp/ archi tecwre/ index.asp

- South Carclina Departroent of Archives
| and History

. 8038966100

L htlpy//www,state.sc.us/ scdahy/

hpfinancialine.htm

Uiah Staia H ; Otlea :

Vermont Division for Historic
Preservation
802-8283211

hitp:/ /www. historicvermant.ong/

finaricial/ credits.him!

e DGi stdndarcia apolv. No cans 'Traﬁsf ?)y o

West Virginia Histeric Preservation
Office

3045580220

hitp:/ /www.wvculture .org/ shpo/
toresoverview.htmi
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State Tax Incentives Are a Proven
Economic Development Tool

Rhode Ishand enacred & stare histonic prese
credic

FYArion fax
in 2002, Q\‘x wers of historic commercial properties
e tax credits equal to 30 percent ot
ted rehabilitavion expenditures. A recent study,
commissioned by Grow Smart Rhode Istand on behs
of the 57-member Coalition for Neighborhood & B
nomic Renewal, has shown that the state tax incentive
is returning historic praperties to municipal tax rolls,
vencrating emplovioent and housing where they are
weded, and leveraging  substantial privare
wnvestment. The study concludes thar the state mula-

he rax crediy, estimated ar $460.16
al of $2.46 hillion in economic
¢ sestimated to add $766.9 million
flocal communiries and to ¢
a present value basis $297.6 million i addi
erty tax revenue and $84.2 million in sales and income
ax reverne. Visit www.growstmartri.com o download
the full study which updates 2 March 2005 EpOLt.

cnerate on
mal prop-

States with income tax credils

States that do not tax income

[} States without rehab tax credits

Unlike the faderal tax credit, which is not taxed by the federal gov-
ef ment the state tax credat
after federal iaw i takc

These hi ddeﬂ cosfb neeur. forane csf two reasons:

1 Stah, tgax credit ce riicates, when transferred upom comp.@tmu of
the project i gger 3 swort term capatal gam to the seller typically taxed
at d 35 percent rate. ‘

2A panty that usesa state lax credit to reciuce its state tax liability

notmally loses the ability 10 take & dedugtion for the state tax paid with

- the use of the state historic tax credit. Depending on the fax hracket of
 the party. the loss of the deduct on gan reduce the value of he State tax .
credit by up i 35 percent, :

This means that $1OO wortw Gf fedeiai hmtonc tax credits i5 worth =
$100. Yet $100 worth. of state tax credits would noc mally not be worth
rriore than $65. In praotlc& when credits are sold, federal credits may
bring as much as $.95 onthe tollar, wm!e the aﬁ@r tax value of the state

excredits teﬂds tobein the range of $.55 on the dollar.

§ always worth less than its deP valug
into au‘oum ‘

DEFINITIONS:

CARRY BACK — the ability to apply current tax credits against state
income taxes due in preceding vears.

CARRY FORWARD - the ability to apply curent tax credits against taxes
due in future vears.

CLG (certified local government) -— a local government certified by
the state historic preservation officer as having the capacily to adminis-
ter historic preservation programs, including grants under the National
Historic Preservation Act.

DISPROPORTIONATE ALLOCATION — a mechanism involving the use of
pass-through entities by which a state tax credit can be allocated to a tax-
payer within the state in which the project is located, while the federal tax
credit for the same project is allocated to an out-of-state person or entity.

FREELY TRANSFERABLE —the ability to make an oulright transfer or
assignment of the tax credit to another person or entity.

SECRETARY OF THE INTERIOR'S STANDARDS FOR REHABILITATION
(DO} — general standards adopted by the Department of the Interior
governing the rehabilitation of historic buildings. Rehabilitation musi
be carried out in accordance with these standards 1o qualify for federal
rehahilitation tax credits for historic buildings as well as for many state tax
incentives ar financing programs.

RECAPTURE PERIOD — period of time during which specified action, such
as a change in ownership of the property, will trigger an obligation to pay
back a ratable portion of the tax credit previously claimed.

SUNSET DATE — the date on which a statutory provision will expire.




